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Foreign Direct Investment (FDI) in to India …. 

                                                                      Opportunities & Possibilities (Challenges). 

Prof. Dr. V. Aravind 

 

                 [Abstract: Embrace of the Open Economy and the Globalization initiated in the 

early 1990s opened up opportunities of accelerated Economic Growth and Sustained 

Development in the Indian sub-continent paving the way for enlarged Foreign Direct 

Investments (FDI) in to India. The Economic Slow Down that wafted the world countries in 

2000s left India with minimal impact. India with land availability in plenty, sufficient labour 

force and natural resources could ever be the best destination for investments. Literacy, Skill 

& Talent and the enduring culture & civilization are added advantages. Endowed with sea 

ports, airports, rail routes and the excellent highways to connect all major towns and cities 

place India on a stronger pedestal to attract more Foreign Direct Investments in to several of 

her core industrial, service sectors and businesses. Right from the beginning India has 

envisaged and enjoys stable economy; though slow but steady and safe to its merit.  In terms 

of market size, the World Economic Forum`s 2015-16 Global Competitiveness Index ranked 

India third in the world after USA and China.  National Council of Applied Economic 

Research (NCAER) conducted a research study / survey supported by The Foreign and 

Common Wealth Office, British High Commission, India on 29 states and a Union Territory 

Delhi to release the evidence based report ―State Investment Potential Index‖ in March 2016. 

           

               The study concluded that there cannot be a better time to invest in India and India 

stands for excellent opportunities. The survey was based on 5 pillars to assess the economic, 

investment potential and growth. They are: Labour (Factor Driven), Infrastructure (Efficiency 

Driven), Economic Climate (Growth Driven), Political Stability & Governance, Survey based 

on Response (Perception Driven). The results were that the State of Gujarat and the Union 

Territory of Delhi stand first and second and the state of Tamilnadu in India stood at the 3
rd

 

place. The first state Gujarat and the Union Territory of Delhi have had enough of 

investments and are at saturation. Gujarat being a small state and Delhi is only a Union 

Territory they are easily saturated with investments / business by unethical expansion / 

mushroom growth of Industry / business and are polluted already. Tamilnadu state which is in 

the 3
rd 

place is with untapped potential and many resources attract fresh investments in 
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industry and business. The Govt. of India`s initiatives of Clean India, Make in India, Start Up 

India, Skill India and Digital India have created an impetus over the subject. Right through, 

progress as per the Govt. `s statistics places India in the GDP growth of 7.5% in 2018-19.  

 

                India lives in its States. Right from the start of Globalization the Governments 

initiate steps to attract FDI and the Govt. of India at various stages relaxed the norms and the 

Sect oral Caps for FDI for most sectors. Further relaxations and facilitations were made in the 

years 2017 and 2018 in the FDI / Direct / Automatic route and also in Sect oral Caps of 

certain sectors which are required / require prior approvals of the Govt. Most of the important 

/ core sectors are brought under 100% Automatic Route categories. The Govt. records show 

an inflow of increased FDI and the projections are also attractive.  Detailed analysis of the 

weaknesses, possible pitfalls, the ground reality and further actions of the Govt. of India 

required to reduce the deterrent factors and to maintain economic stability in the destination 

country will have to be concentrated and acted up on which is important in materializing best 

results in a way to continue the efforts initiated right from the start. The internal economic and 

financial condition, taxation etc. should be analyzed. The back bone of Indian economy, 

Agriculture and the Rural Economy base of her`s have to be reconciled with the industrial / 

business development. Economic development and the Environmental Security are the two 

sides of the same coin.  Industry / Business are to strive for People, Planet and Profit. 

 

                In this paper the author is attempting to analyze in detail the subject with the 

statistics, data‘s, diagrams wherever possible and the perceptions on ground reality, the 

validity of certain assumptions made in the statistics, further actions of the Govt. to maintain 

Internal Economic Stability / Internal Demand & Lower Levels of Inflation and the efforts of 

the Govt. to make the foreign Investments in to India attractive to the Foreign Investors. The 

areas of discussion in this paper  would be Potential and Scope for FDI, FDI Performance and 

Forecast, FDI Sect oral Caps and Norms, Facilitated Industrial Climate, Present Economic 

Scenario – Possible consideration of Investors, The Challenges / Pitfalls and the Overall View 

on the subject Foreign Direct Investment – FDI, in to India] 
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Preamble 

Investments adorn the shores where Regulations are less. India with the huge land space and 

excellent resources and potentials for investments is in to Open Economy in the Global Arena 

of Business and Development. The Sustainable Socio Economic Development can be 

achieved by Investments and industry thus creating employment opportunities for the rural 

youth accounting for 24 to 28% of the total population of 130 crores. Creation of lively hood 

and increasing the per capita income and saving is a warranty for the development of the 

economy of a Nation. The business has passed through the stages of Trans National, Inter 

National styles and has landed up with Global Business perspectives. This global perspective 

has also drawn India in to it and the Nation is a Global Player now. As afore said elsewhere in 

this paper India is the third largest market place in the world next to USA and China. States 

are recognized as equal partners and the decentralization of power amongst the Govts., was 

done gradually with devolution of taxable resources to the states following the 

recommendations of the 14
th

 Finance Commission combined with effectively shifting the 

scene of action to the states with the ambitious schemes of the Govt. of India;   Clean India, 

Start Up India, Make in India, Skill India, Digital India initiatives. States are now vying with 

one another in their effort to make it easier to do business and to attract fresh investments. 

The World Bank`s Doing Business (2016) ranked India as being 130
th

 out of 189 countries in 

the world, the World Economic Forum`s Global Competitive Index (2015) ranked India 55
th

 

among the 144 countries, The Heritage Foundation`s Economic Freedom Index ranks India 

121
st
 out of 178 countries and Transparency International`s (TI) Corruption Perception Index 

(2015) ranks India the 76
th

 out of 168 countries. As mentioned earlier NCAER`s States 

Investment Potential Index (March 2016), the research / study conducted with the support of 

the Foreign and Common Wealth Office, British High Commission, India gives the picture of 

top potentials available in shortlisted 5 states after studying 29 states and one Union Territory. 

Each state has a potential or some potentials of the pillars / drivers discussed. India has been 

slowly but steadily climbing up the rankings in all major global indices which make India 

more attractive as a place to grow and to invest in the years to come. But the spree should 

continue unaltered by any action / decision of the Govt. on a different footing or for a 

different purpose. This paper attempts to analyze different statistics of Govt. and different 

agencies and their forecasts in the best interests of nurturing the investment spree, taking in to 

account the Perceptions, the Ground Reality. 
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Potential and Scope for FDI 

State Investment Potential Index of NCAER:  Emerging Regions 

State Investment Potential Index, a Study – N-SIPI-2016, was conducted by the National 

Council for Applied Economic Research (NCAER) supported by the Common Wealth Office, 

British High Commission, India. The study concluded that there cannot be a better time to 

invest in India and India stands for excellent opportunities. The study was conducted in 29 

states of India and a Union Territory. The survey was based on 5 pillars / drivers / potentials 

to assess the economic / investment potential and growth. They are 

1. Labour (Factor Driven). Criteria: - Labour availability, Labour Quality, Labour 

Competitiveness, Labour Climate. 

 

For any industry, the availability of educated, skilled work force at competitive wages 

in a favorable labour environment is a significant factor affecting locational choice. 

Some of the labour sub- indicators could be unambiguously unidirectional, others can 

be interpreted in two ways, higher minimum wages in a state are better from a social 

point of view, from industry point of view, and it makes the state less competitive. On 

the other hand the low capacity of Industrial Training Institutes makes both the 

industry and the labour force worse of making the indicators unidirectional from both 

the society and the industry point of view. Skilling initiatives have worked well with 

those states with educated and vocationally trained work force which will have a 

significant effect on per capita GSDP and growth. 

Top 6 States in order: Keral, Tamilnadu, Karnataka, Gujarat, Odhisha, and UP 

 

2. Infrastructure (Efficiency Driven) Criteria: - Connectivity, Competition, Growth 

Potential and Access. 

 

The availability and reliability of power is strongly correlated with industrial growth 

as measured by GSDP. States with strong ICT Systems support Service Sector 

Growth. Access to credit is measured by number of bank branches per lakh 

population, is an important factor for Micro, Small & Medium industries. It is seen 

that access to banks alone does not translate to ease of getting credit from the banks. 

Top 6 States in order: Delhi, Punjab, Gujarat, Uttarakhand, Kerala, West Bengal 
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3. Economic Climate (Growth Driven) Criteria: - Resource endowments, Micro 

Economic Fundamentals, Government, Market Demand 

 

States with greater growth and per capita income are more attractive for the investors. 

The economic pillar also tries to capture the negative externalities associated with 

greater concentration of industry and population by using a congestion index which 

acts as a proxy for increased rental values and market saturation. 

Top 6 States in order: Delhi, Andra Pradesh, Maharashtra, Gujarat, Telungana, 

Tamilnadu 

 

4. Political Stability & Governance.  Criteria: -Law & Order, Crime, Corruption, 

Govt. Efficiency, Political Equity 

 

The World Wide Governance Indicator (WGI) of the World Bank which is exclusively 

a perception based measure of Governance is the major cross country comparison 

index for Governance & Political Stability, the WGI 2014. India falls in the 14
th

 

percentile in political stability and absence of violence, in the 37
th

 percentile for 

controlling corruption, and ranks fairly high in the 61
st
 percentile for voice and 

accountability of / for its citizens. 

Top 6 States in order: Gujarat, Tamilnadu, Madyapradesh, Chhattisgarh, Haryana, 

Karnataka 

 

5. Survey based on Response ( Perception Driven) Criteria: - Labour related issues, 

Land related issues, Infrastructure related issues, Business Expectations, Political 

stability & Governance related issues 

 

The survey was conducted between August & September 2015 covering 1011 

industrial units in 40 districts across 20 major states and the Union Territory of Delhi. 

The aim of the survey was to have a better understanding of the constraints to business 

at ground level of various issues faced by the business in the respective states. 

Corruption emerged as the biggest problem and a major obstacle for growth. World 

Bank`s Enterprises survey 2014 also ranked corruption as the top most difficulty faced 

by the business. Other problems and major setbacks are getting approvals, non-

availability of skilled labour etc.  

Top 6 States in order: Gujarat, Rajasthan, Chhattisgarh, Uttaragand, 

Andrapradesh, Madyapradesh 
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The Survey Findings of NCAER 

Figure -1- Consolidated Ranking of States under 5 pillars  

 

 

Figure -2- Consolidated Ranking of States under 4 pillars –Without Perception 

 

Gujarat, Delhi, Tamilnadu, Andhra Pradesh, Maharashtra & Karnataka are the top states in 

India for business investment potential based on all 5 pillars. Gujarat ranking 2 of the 5 

pillars, the 4
th

 Governance & Political Stability and the 5
th

 pillar of Perception of favourable 

Industrial Climate. Delhi is the close 2
nd

 and tops in the ranking in the 2
nd

 pillar Infrastructure 

and the 3
rd

 pillar Economic Climate. Without the 5
th

 Pillar inclusion for Delhi, Delhi tops the 

list followed by Gujarat. Tamilnadu maintains the 3
rd

 position in both the rankings, with the 

5
th

 pillar perception and also without it. Uttar Pradesh & Jharkhand are ranked as the least 

favourable states for investments amoung the 21 states under 5 pillars survey. These states 

maintain their low ranking even in the assessment without the 5
th

 pillar Perception.  

Perceptions change rankings for other states as well. Andhra Pradesh, Chhattisgarh, Madhya 

Pradesh, Rajasthan and Assam move up the rankings if the pillar on perceptions of a 

favourable business climate is included, while Kerala, West Bengal and Punjab move down. 
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Views of the Author on NCAER Findings: 

The results were that the State of Gujarat and or the Union Territory of Delhi stand first and 

or the second and the state of Tamilnadu in India stood at the 3
rd

 place in both assessments. 

The state Gujarat and the Union Territory of Delhi have had investments and they are at the 

saturation point. Gujarat being a small state and Delhi is only a Union Territory they are 

easily saturated with investments and business. The Indirect Tax collection may not have the 

correlation with the volume of business. Unlike Tamilnadu the collection of indirect taxes 

would be disproportionate to the volume of business carried out compared to Tamilnadu or 

any other state in the list. Unethical business and expansion resulting in the mushroom growth 

in a particular region does not automatically place that particular region in the list of best 

regions for investment. When the Govt. of India is keen in bringing FDI in to India, the 

ranking of states under pillar 5, the Perceptions reflected may not have significance. Govt. 

will immediately act on representation by the investor. 

Tamilnadu state which is in the 3
rd 

place is with much untapped potential for investment, 

industry and business. It is a larger state with land availability in plenty. Tamilnadu State in 

India could easily be the good destination for investments and business. The special and 

extraordinary efforts of the Govt. of Tamilnadu headed by the then dynamic Chief Minister 

are noteworthy. The state has recorded remarkable progress in all respects thus creating an 

excellent climate for industry, business and investments. 

 As many as 15 modern industrial parks have been established. Ultramodern facilities are 

made available in them for a suitable industrial environment. 

 Industrial Land availability is plenty and acquisition is easier 

 Tamilnadu is bestowed with 5 ports and additional ports are planned 

 Metro train service introduced at Chennai city connects various pockets of the city, 

suburbs and the industrial hubs. Highways to connect southern cities in the state are good 

 There are 4 airports in the state spread over in all the important cities, commuting by 

flight or train service is easier  

 Water for the industry and for drinking, new projects have been initiated 

 Licensing and power connectivity are made easy 

 Single window system is made reachable 
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 Skill training to rural youth is carried on in mass scale throughout the state- skilled work 

force is available.  

 Agriculture is given equal impetus to facilitate agro based industries. 

 Welfare schemes are carried out - Free education with the provision of uniforms, books, 

cycles and lap tops to students are done by the Govt. without collection of the cost. 

 Govt. hospitals are upgraded and Head Quarters hospitals at Chennai are expanded, 

additional multi-specialty hospitals started with advanced medical equipment‘s. 

 The Global Investor`s Meet conducted on 9
th

 and 10
th

 September 2015 was a silver 

lining. Fresh investments, FDI, to the tune of 2430 billion INR were contracted for 98 

projects. Including the investments by single window route - Tamilnadu State recorded a 

growth of 193.45% in the period May 2011 to March 2016. 

 Recently the Tamilnadu State has been made a Special Corridor for the manufacture 

of Defense Equipments for which the decks were cleared for FDI 100% in automatic 

route for most products and subject to clearance by Govt. for some beyond 49% FDI 

through automatic route.  

With all the Regulatory, Environmental and the support of factors and availability of inputs, 

the State Tamilnadu should be the first choice for fresh investments, industry and business. 

Though there are some minor negative factors, which may be resolved / over come easily by 

the investors. 

Table 1 – Index of Industrial Production (Base: 2011-12=100) 
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For attracting FDI, the Industrial Production in the destination country may have to be 

considered. The steady growth without any erratic fluctuations means safe industrial 

investments with stability, sustainability, growth and profit. India has always been enjoying 

stable economic environment and a stable and growth oriented Industrial Climate with 

uninterrupted production targets, not with much of ups and downs over the years.  The Central 

Statistics Office, Ministry of Statistics and Programme Implementation, Govt. of India has 

released the  above content / index. The Ministry had chosen for appraisal 3 important sectors 

under the sect oral classification, Mining, Manufacturing and Electricity and another 6 Use 

Based sectors (The broad ones), Primary Goods, Capital Goods, Intermediate Goods, 

Infrastructure /Construction Goods, Consumer Durables & Consumer Non-Durables, the vital 

sectors open for FDI. 

 

A.T. Kearney Foreign Direct Investment (FDI) Confidence Index. 

 

―India has jumped one spot to 8
th

 rank in the 2017 A.T. Kearney Foreign Direct Investment 

(FDI) Confidence Index. Governance and regulatory issues made up 7 of the top-10 factors 

that investors consider when deciding on an investment destination according to the report. 

Last year factors such as domestic market size and cost of labour were the top issues for 

investors. India‘s reforms to enable a ‗transparent‘ and an ‗easy‘ business environment have 

made it an attractive destination for foreign companies, the AT Kearney report said. While US 

topped the list, Germany and China were at the second and third respectively. United 

Kingdom and Canada make up the rest of top 5. The report said that investors are bullish on 

Asia-Pacific but are monitoring political risks for abrupt changes to the business environment. 

For a third year in a row increasing geopolitical tensions topped investors‘ list of likely wild 

cards. In this year‘s survey 31 per cent of the respondents said they were more optimistic 

about India. The Index is an annual analysis of how political, economic, and regulatory 

changes likely to affect FDI inflows into countries in the coming years. The Index is 

constructed using primary data from a proprietary survey administered to senior executives of 

the world‘s leading corporations. All companies participating in the survey have annual 

revenues of $500 million or more. As far as the potentials and scope of FDI in to India, the 

Investors are quite optimistic‖. Whatever the Perceptional set backs are concerned, they can 

always be sorted out by the Govt. suitably at the appropriate stage.  
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Table 2 – Index of Select Economic Indicators- (Reserve Bank of India (RBI) Bulletin, April 2018)  

 



 

Page 13 of 49 
 

In the context it is also important to look in to the total Economic Climate of India in comparison to 

the past years to ensure stability of the economy and the growth oriented favorable economic 

environment for the investors. As per RBI statistics the Industry sector is fine. Detailed comments of 

the Author will be registered later else ware in the paper. 

 

Efforts of the Government & the Facilitated Industrial Climate for FDI 

 

Ever since 1990s India brings about drastic changes in the FDI policy, though stage by stage. 

A strong foundation for the Globalization and embrace of Open Economy was laid. Creation 

of Infrastructure and facilitation of industry started and was progressing. Liberalization and 

Technology adaptation were slated and carried out. The new industrial revolution started.    

 

 In September 2017, the Government of India asked the states to focus on strengthening 

single window clearance system for fast-tracking approval processes, in order to increase 

Japanese investments in India. 

 The Ministry of Commerce and Industry, Government of India has eased the approval 

mechanism for foreign direct investment (FDI) proposals by doing away with the 

approval of Department of Revenue and mandating clearance of all proposals requiring 

approval within 10 weeks after the receipt of application. 

 India and Japan have joined hands for infrastructure development in India's north-eastern 

states and are also setting up an India-Japan Coordination Forum for Development of 

North East to undertake strategic infrastructure projects in the northeast. 

 The Government of India is in talks with stakeholders to further ease foreign direct 

investment (FDI) in Defense under the automatic route to 51 per cent from the current 49 

per cent, in order to give a boost to the Make in India initiative and to generate 

employment. In January 2018, 100 per cent FDI was allowed in single brand retail 

through automatic route along with relaxations in rules in other areas. 

 The Central Board of Direct Taxes (CBDT) has exempted employee stock options 

(ESOPs), foreign direct investment (FDI) and court-approved transactions from the long 

term capital gains (LTCG) tax, under the Finance Act 2017. 
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 The Government of India is likely to allow 100 percent foreign direct investment (FDI) in 

cash and ATM management companies, since they are not required to comply with the 

Private Securities Agencies Regulations Act (PSARA). 

 

Recently the Cabinet approved amendments in FDI policy further relaxing the norms for FDI 

in key sectors on January 10, 2018. 

 100% FDI under automatic route for Single Brand Retail Trading 

 100% FDI under automatic route in Construction Development 

 Foreign airlines allowed to invest up to 49% under approval route in Air India 

 FIIs/FPIs allowed to invest in Power Exchanges through primary market 

 Definition of ‗medical devices‘ amended in the FDI Policy  

The Union Cabinet has given its approval to a number of amendments in the FDI Policy. 

These are intended to liberalize and simplify the FDI policy so as to provide ease of doing 

business in the country. In turn, it will lead to larger FDI inflows contributing to growth of 

investment, income and employment. Foreign Direct Investment (FDI) is a major driver of 

economic growth and a source of non-debt finance for the economic development of the 

country. Government has put in place an investor friendly policy on FDI, under which FDI up 

to 100%, is permitted on the automatic route in most sectors/ activities. In the recent past, the 

Government has brought FDI policy reforms in a number of sectors viz. Defence, 

Construction Development, Insurance, Pension, Other Financial Services, Asset 

reconstruction Companies, Broadcasting, Civil Aviation, Pharmaceuticals, Trading etc. 

 

It was felt that the country has potential to attract far more foreign investments which can be 

achieved by further liberalizing and simplifying the FDI regime. Accordingly, the 

Government has decided to introduce a number of amendments in the FDI Policy. 

 

Details: 

 

Government approval no longer required for FDI in Single Brand Retail Trading (SBRT) 

 

1. Extant FDI policy on SBRT allows 49% FDI under automatic route, and FDI beyond 

49% and up to 100% through Government approval route. It has now been decided to 

permit 100% FDI under automatic route for SBRT. 
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2. It has been decided to permit single brand retail trading entity to set off its incremental 

sourcing of goods from India for global operations during initial 5 years, beginning 

1
st
 April of the year of the opening of first store against the mandatory sourcing 

requirement of 30% of purchases from India. For this purpose, incremental sourcing 

will mean the increase in terms of value of such global sourcing from India for that 

single brand (in INR terms) in a particular financial year over the preceding financial 

year, by the non-resident entities undertaking single brand retail trading entity, either 

directly or through their group companies. After completion of this 5 year period, the 

SBRT entity shall be required to meet the 30% sourcing norms directly towards its 

India‘s operation, on an annual basis. 

 

3. A non-resident entity or entities, whether owner of the brand or otherwise, is permitted 

to undertake ‗single brand‘ product retail trading in the country for the specific brand, 

either directly by the brand owner or through a legally tenable agreement executed 

between the Indian entity undertaking single brand retail trading and the brand owner. 

 

Civil Aviation 

 

As per the extant policy, foreign airlines are allowed to invest under Government approval 

route in the capital of Indian companies operating scheduled and non-scheduled air transport 

services, up to the limit of 49% of their paid-up capital. However, this provision was presently 

not applicable to Air India, thereby implying that foreign airlines could not invest in Air India. 

It has now been decided to do away with this restriction and allow foreign airlines to invest up 

to 49% under approval route in Air India subject to the conditions that: 

 Foreign investment(s) in Air India including that of foreign Airline(s) shall not 

exceed 49% either directly or indirectly 

 Substantial ownership and effective control of Air India shall continue to be vested 

in Indian National. 

 

  Construction Development: Townships, Housing, Built-up Infrastructure and RE Broking  

 It has been decided to clarify that real-estate broking service does not amount to real 

estate business and is therefore, eligible for 100% FDI under automatic route. 
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Power Exchanges 

 Extant policy provides for 49% FDI under automatic route in Power Exchanges 

registered under the Central Electricity Regulatory Commission (Power Market) 

Regulations, 2010. However, FII/FPI purchases were restricted to secondary market only. 

It has now been decided to do away with this provision, thereby allowing FIIs/FPIs to 

invest in Power Exchanges through primary market as well. 

 

Other Approval Requirements under FDI Policy: 

1. As per the extant FDI policy, issue of equity shares against non-cash considerations like 

pre-incorporation expenses, import of machinery etc. is permitted under Government 

approval route. It has now been decided that issue of shares against non-cash 

considerations like pre-incorporation expenses, import of machinery etc. shall be 

permitted under automatic route in case of sectors under automatic route. 

 

2. Foreign investment into an Indian company, engaged only in the activity of investing in 

the capital of other Indian company / LLP and in the Core Investing Companies is 

presently allowed up to 100% with prior Government approval. It has now been decided 

to align FDI policy on these sectors with FDI policy provisions on Other Financial 

Services. Thus, if the above activities are regulated by any financial sector regulator, then 

foreign investment up to 100% under automatic route shall be allowed; and, if they are not 

regulated by any Financial Sector Regulator or where only part is regulated or where there 

is doubt regarding the regulatory oversight, foreign investment up to 100% will be 

allowed under Government approval route, subject to conditions including minimum 

capitalization requirement, as may be decided by the Government. 

 

Competent Authority for examining FDI proposals from countries of concern 

 As per the existing procedures, FDI applications involving investments from Countries of 

Concern, requiring security clearance as per the extant FEMA 20, FDI Policy and 

security guidelines, amended from time to time, are to be processed by the Ministry of 

Home Affairs (MHA) for investments falling under automatic route sectors/activities, 

while cases pertaining to government approval route sectors/activities requiring security 

clearance are to be processed by the respective Administrative Ministries/Departments, as 
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the case may be. It has now been decided that for investments in automatic route sectors, 

requiring approval only on the matter of investment being from country of concern, FDI 

applications would be processed by Department of Industrial Policy & Promotion (DIPP) 

for Government approval.  

 

Pharmaceuticals: 

 FDI policy on Pharmaceuticals sector inter-alia provides that definition of medical device 

as contained in the FDI Policy would be subject to amendment in the Drugs and 

Cosmetics Act. As the definition as contained in the policy is complete in itself, it has 

been decided to drop the reference to Drugs and Cosmetics Act from FDI policy. Further, 

it has also been decided to amend the definition of ‗medical devices‘ as contained in the 

FDI Policy. 

 

Prohibition of restrictive conditions regarding audit firms: 

 The extant FDI policy does not have any provisions in respect of specification of auditors 

that can be appointed by the Indian investee companies receiving foreign investments. It 

has been decided to provide in the FDI policy that wherever the foreign investor wishes 

to specify a particular auditor / audit firm having international network for the Indian 

investee company, then audit of such investee companies should be carried out as joint 

audit wherein one of the auditors should not be part of the same network. 

 

Govt. of India – Union Budget – 2018 – Capital Expenditure (Out Lay) 

Table 3                                                                                             RBI Bulletin April 2018  

 



 

Page 18 of 49 
 

Capital Expenditure which is growth inducing is proposed to be raised by 9.9% in 2018-19 over the 

revised estimates of 2017-18, marking a decline of 3.0% when compared with BE of 2017-18. Capital 

outlay (Capital Expenditure excluding loans and advances) is budgeted to increase by 12.6% in 2018-

19, a marginal raise over BE but sharply higher than 1.6% in 2017-18 (RE). Capital outlay on major 

infrastructure is estimated to grow by robust 23.0% in 2018-19 (BE) as against a decline of (-) 2.1 % 

in 2017-18 (RE) – led by the railways, roads and bridges. Expenditure on civil aviation on the other 

hand is in contraction as it has been since 2016-17; the sector is being encouraged to tap the markets 

through borrowings. And asset monetization rather than rely on budgetary support.  The budgeted 

allocations for communication (growth of 0.5% over 2017-18 RE) may not seem to be in consonance 

with the objective of gradual transformation towards a digital economy. 

 

In a partial equilibrium framework a rise of INR 207 billion in capital outlay is likely to increase 

output by INR 434 billion 9about 0.2% of GDP in 2018-19) assuming the capital outlay multiplier to 

be 2.10. It may be noted that amongst its peer EMEs. India`s share of GDP spent on capital 

expenditure is low despite relatively higher fiscal deficit. Actual capital expenditure however would be 

higher than the budget estimates if the internal and extra budgetary resources (IEBR) deployed by the 

Central Public Sector Units (PSUs) and commercial departmental undertakings are considered. It 

therefore needs to be recognized that the Govt. is now financing important expenditure of capital 

nature through extra budgetary resources (EBR). (RBI Bulletin April 2018)  (Unless the Capital 

expenditure is freely allowed without strains the total infrastructure development and 

creation of further facilities, the development and the FDIs will suffer. This point will be 

covered in the later portions of this paper). 

 

FDI Performance and Forecast 

 

According to one estimate, Measures undertaken by the Government have resulted in 

increased FDI inflows in to the country. During the year 2014-15, total FDI inflows received 

were US $ 45.15 billion as against US $ 36.05 billion in 2013-14. During 2015-16, country 

received total FDI of US $ 55.46 billion. In the financial year 2016-17, total FDI of US $ 

60.08 billion has been received, which is an all-time high. 

 

Foreign Investment Inflows and the Foreign Trade position have to be considered. Reserve 

Bank of India, in the Bulletin April 2018 has given out the chart. (The figures for 2017-18 would 

be already contracted ones under FDI) 
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Table 4 

 

According to the Department of Industrial Policy and Promotion (DIPP), the total FDI 

investments in India during April-December 2017 stood at US$ 35.94 billion, indicating that 

government's effort to improve ease of doing business and relaxation in FDI norms is yielding 

results. Data for April-December 2017 indicates that the telecommunications sector attracted 

the highest FDI equity inflow of US$ 6.14 billion, followed by computer software and 

hardware – US$ 5.16 billion and services – US$ 4.62 billion. Most recently, the total FDI 

equity inflows for the month of December 2017 touched US$ 4.82 billion. During April-

December 2017, India received the maximum FDI equity inflows from Mauritius (US$ 13.35 

billion), followed by Singapore (US$ 9.21 billion), Netherlands (US$ 2.38 billion), USA 

(US$ 1.74 billion), and Japan (US$ 1.26 billion). Indian impact investments may grow 25 per 

cent annually to US$ 40 billion from US$ 4 billion by 2025. (Mr Anil Sinha, Global Impact 

Investing Network's (GIIN’s) advisor for South Asia). 

The assessment is for select sectors which were under momentum and the forecast on the 

basis of that data may not be precise as some of the mentioned sectors are under decline now. 

https://www.ibef.org/industry/telecommunications.aspx
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Tables-5
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The above International Best Practices – Data on FDI and Equity Inflow year wise also 

presents an upward trend in the inflow of FDI, which again could be on account of earlier 

contracts. The physical investments on projects would be more advantageous than on equity 

which could be for profiteering out of shares.  

 

However FDI has a more and close connection with the Internal Economic Condition of 

the destination country, the internal demand, the export potentials and exchange reserves, the 

GDP, the improved / improving Business and Industrial Climate and the style of Governance, 

stable and steady tax structure and the existing regulations in force at the time of investment / 

contracting, actual investments may flow in little later and the projects take off. It will be 

more appropriate if certain survey results and RBI data are considered and discussed 

 

Survey of Professional Forecasters on Macroeconomic Indicators– Results of the 51st Round 

done by the RBI. (The results of the last survey round were released on February 7, 2018 on 

the RBI’s website. The results presented here represent the views of the respondent 

forecasters and in no way reflect the views or forecasts of the Reserve Bank). 

 

The reading and Forecast is, Growth is expected to firm up in 2018-19 on the back of higher 

private consumption and improvement in investment, according to the 25 forecasters surveyed 

by the Reserve Bank. Higher growth is expected to be driven mainly by the industry and to a 

lesser extent by the services sector. Consumer Price inflation is expected to remain below 5.0 

per cent from Q2:2018-19 to Q4:2018-19.  

 

Highlights  

 

1. Output  

 

 Real gross domestic product (GDP) is likely to grow by 6.6 per cent in 2017-18 and 

accelerate by 70 basis points (bps) in 2018-19 on the back of support from private 

consumption and investment  

 Real gross value added (GVA) is expected to grow by 7.1 per cent in 2018-19, supported 

by activity in the industry and services sectors.  

 The investment rate, proxied by gross fixed capital formation, is expected to improve in 

2018-19, commensurate with the upturn in the saving rate.  
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2. Survey of Professional Forecasters on Macroeconomic Indicators– Results of the 

51st Round1 (The results of the last survey round were released on February 7, 2018 on 

the RBI’s website.  The results presented here represent the views of the respondent 

forecasters and in no way reflect the views or forecasts of the Reserve Bank). RBI 

Conducts the survey. 

Table -6 

   

 Factor 2017-18  2018-19 

1 Real GDP Growth 6.6 (+0.1) 7.3 (-0.1) 

2 Real GVA  Growth 6.4 (+0.3) 7.1  (0.0) 

 a. Agriculture and Allied Activities 3.0 (+0.9) 3.1 (-0.1) 

   b.   Industry 5.0 (+0.4) 6.8 (+0.3) 

        c.   Services 8.0 (+0.4) 8.4 (+0.1) 

3 Private Final Consumption -Expenditure 

(nominal) (growth rate in per cent) 

9.5 (  0.0) 11.2 (-0.6) 

4 Gross Saving Rate   [per cent of gross 

national deposable income (GNDI)]  

30.2 (-0.7) 30.5 (-1.0) 

5 Gross Fixed Capital Formation Rate  (per 

cent of GDP) 

28.5 (+2.1) 29.0 (+2.3) 

Note: The figures in parentheses indicate the extent of revision in median forecasts 

(percentage points) relative to the previous SPF round. 

 

Table- 7 

Foreign Trade  

 

 Exports are maintained though with minor fluctuations and the imports have gone up 

sharply with more of upward trends. Trade Balance has to be monitored and maintained.  
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Table 8                                              GDP Growth 

 

 This chart is from the Govt. of India Central Statistical office. It is good the GDP is 

maintained, but the yard stick has to be correct. It was estimated some time back and 

advance estimate cannot be correct in the close of the FY 2018.  

 

The topic will be discussed in the later part of this paper. 

 

FDI Sect oral Caps and Norms in India 

 

Right from 1990, India started embracing open economy and relaxing the norms and 

regulations for attracting more and more foreign investments in to India. Apart from being a 

critical driver of economic growth, foreign direct investment (FDI) is a major source of non-

debt financial resource for the economic development of India. Foreign companies invest in 

India to take advantage of relatively lower wages, special investment privileges such as tax 

exemptions, etc. For a country where foreign investments are being made, it also means 

achieving technical know-how and generating employment. The Indian government`s FDI 

friendly policy regime right from 1990 onwards and thus created the robust business 

environment have ensured that foreign capital keeps flowing into the country. The 

government has taken many initiatives in recent years such as relaxing FDI norms across 

sectors such as defense, PSU oil refineries, telecom, power exchanges, and stock exchanges, 

among others.  

 

The Govt. of India`s recent Schemes Smart Cities, Clean India, Skill India, Make in India and 

Digital India have opened out excellent opportunities for investments and business.  Under the 
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context of FDI over the years so many sectors have been permitted under FDI in Automatic 

route with 100% or less with Sect oral Caps for as many sectors. They are further liberalized 

and relaxed from time to time. To name a few: 

 

1. Defense Equipments Manufacture 

2. Automotive 

3. Green Technology 

4. Civil Aviation – Airport Projects – 100% and Maintenance and connected jobs – 74% 

5. Digital Innovation  ( Only 19% is digitalized and the rest is available – A good scope) 

6. Energy Sector 

7. Finance & Insurance – 26% to 100% depending on the activity 

8. Infrastructure – Smart Cities , Roads, Industrial Corridors and Airports 

9. Power including Nuclear Power 

10. Life Sciences and Health Care 

11. Food, Drinks and Logistics, Single Brand Retail – 100% & Multi Brand 51% 

12. Food Processing – 100% - Automatic route 

13. Skills and Education – Skill India 

14. Sports, Sports Goods and Sports wares 

15. Tourism – India has enduring culture and excellent opportunities are available 

16. Media and Broad Casting 

Recently the Cabinet approved amendments in FDI policy further relaxing the norms for FDI 

in key sectors on January 10, 2018. 

 100% FDI under automatic route for Single Brand Retail Trading 

 100% FDI under automatic route in Construction Development 

 Foreign airlines allowed to invest up to 49% under approval route in Air India 

 FIIs/FPIs allowed to invest in Power Exchanges through primary market 

 Definition of ‗medical devices‘ amended in the FDI Policy  

The Union Cabinet has given its approval to a number of amendments in the FDI Policy. 

These are intended to liberalize and simplify the FDI policy so as to provide ease of doing 

business in the country. In turn, it will lead to larger FDI inflows contributing to growth of 

investment, income and create employment opportunities to the rural youth in India. They are: 
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Table-9 

 Sector Sub Sector Activity  

% of 

Equity 

FDI  Cap 

Entry 

Route 

1 Agriculture Agriculture & 

Animal 

Husbandry Sector 

a) Floriculture, 

Horticulture, and 

Cultivation of 

Vegetables & 

Mushrooms under 

controlled conditions;  

b) Development and 

Production of seeds 

and planting material;  

c) Animal Husbandry 

(including breeding of 

dogs), Pisces culture, 

Aquaculture, 

Apiculture; and  

d) Services related to 

agro and allied sectors  

 

Note: Besides the 

above, FDI is not 

allowed in any other 

plantation 

sector/activity 

 

100 Automatic 

2  Plantation   (i) Tea sector including 

tea plantations  

(ii) Coffee plantations  

(iii) Rubber plantations  

(iv) Cardamom 

plantations  

(v) Palm oil tree 

plantations  

(vi) Olive oil tree 

plantations  

 

Note: Besides the 

above, FDI is not 

allowed in any other 

plantation 

sector/activity. 

100 Automatic 
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3 Mining and 

Petroleum & 

Natural Gas  

 

Mining 

Sector/Activity 

Mining and 

Exploration of metal 

and non-metal ores 

including diamond, 

gold, silver and 

precious ores but 

excluding titanium 

bearing minerals and 

its ores; subject to the 

Mines and Minerals 

(Development & 

Regulation) Act, 1957 

100 Automatic 

  Coal & Lignite  

 

Coal & Lignite mining 

for captive 

consumption by power 

projects, iron & steel 

and cement units and 

other eligible activities 

permitted under and 

subject to the 

provisions. 

 

100 Automatic 

  Petroleum & 

Natural Gas 

Sector/Activity 

Exploration activities 

of oil and natural gas 

fields, infrastructure 

related to marketing of 

petroleum products and 

natural gas, marketing 

of natural gas and 

petroleum products, 

petroleum product 

pipelines, natural 

gas/pipelines, LNG 

Regasification 

infrastructure, market 

study and formulation 

and Petroleum refining 

in the private sector, 

subject to the existing 

sect oral policy and 

regulatory framework 

in the oil marketing 

sector and the policy of 

the Government on 

private participation in 

exploration of oil and 

the discovered fields of 

national oil companies. 

100 Automatic 



 

Page 27 of 49 
 

   Petroleum refining by 

the Public Sector 

Undertakings (PSU), 

without any 

disinvestment or 

dilution of domestic 

equity in the existing 

PSUs. 

49 Automatic 

4 Manufacturing  
 

Manufacturing  
 

Subject to the 

provisions of the FDI 

policy, foreign 

investment in 

‗manufacturing‘ sector 

is under automatic 

route. Further, a 

manufacturer is 

permitted to sell its 

products manufactured 

in India through 

wholesale and/or retail, 

including through e-

commerce, without 

Government approval.  

 

100 Automatic 

   Notwithstanding the 

FDI policy provisions 

on trading sector, 

100% FDI under 

Government approval 

route is allowed for 

retail trading, including 

through e-commerce, 

in respect of food 

products manufactured 

and/or produced in 

India. 

100 Approval 

5 Defense 

Sector/Activity 

 Defense Industry 

subject to Industrial 

license under the 

Industries 

(Development & 

Regulation) Act, 1951; 

and  

Manufacturing of small 

arms and ammunition 

under the Arms Act, 

1959 

100 Automatic 

up to 49%  

Government 

route 

beyond 49% 

wherever it 

is likely to 

result in 

access to 

modern 

technology 

or for other 
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reasons to 

be recorded 

6 Services Sector  

Broadcasting 

 

Broadcasting 

Carriage Services 

Sector/Activity 

(1)Teleports(setting up 

of up-linking 

HUBs/Teleports);  

(2)Direct to Home 

(DTH);  

(3)Cable Networks 

(Multi System 

operators (MSOs) 

operating at National 

or State or District 

level and undertaking 

up gradation of 

networks towards 

digitalization and 

addressability);  

 

100 Automatic 

   (4)Mobile TV;  

(5)Head end-in-the Sky 

Broadcasting 

Service(HITS 

100 Automatic 

   Cable Networks(Other 

MSOs not undertaking 

up gradation of 

networks towards 

digitalization and 

addressability and 

Local Cable Operators 

(LCOs)) 

100 Automatic 

7 ‗Magazine’  Other Conditions  
(i) ‗Magazine‘, for the 

purpose of these 

guidelines, will be 

defined as a periodical 

publication, brought 

out on non-daily basis, 

containing public news 

or comments on public 

news. 29  

ii) Foreign investment 

would also be subject 

to the Guidelines for 

Publication of Indian 

editions of foreign 

magazines dealing with 

news and current 

affairs issued by the 

100 Government 
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Ministry of 

Information & 

Broadcasting on 

4.12.2008. 

  Publishing/printing 

of scientific and 

technical 

magazines/specialt

y          journals/ 

periodicals 

subject to compliance 

with the legal 

framework as 

applicable and 

guidelines issued in 

this regard from time to 

time by Ministry of 

Information and 

Broadcasting 

100 Government 

  Publication of 

facsimile edition of 

foreign newspapers 

Other Conditions 

  

(i) FDI should be made 

by the owner of the 

original foreign 

newspapers whose 

facsimile edition is 

proposed to be brought 

out in India.  

(ii) Publication of 

facsimile edition of 

foreign newspapers can 

be undertaken only by 

an entity incorporated 

or registered in India 

under the provisions of 

the Companies Act, as 

applicable.  

(iii) Publication of 

facsimile edition of 

foreign newspaper 

would also be subject 

to the Guidelines for 

publication of 

newspapers and 

periodicals dealing 

with news and current 

affairs and publication 

of facsimile edition of 

foreign newspapers 

issued by Ministry of 

Information & 

Broadcasting on 

31.3.2006, as amended 

from time to time. 

100 Government 
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8 Air Transport Services 

Sector/Activity 

(1) (a) Scheduled Air 

Transport Service/ 

Domestic Scheduled 

Passenger Airline  

(b) Regional Air 

Transport Service 

100 Automatic 

up to 49%  

(Automatic 

up to 100% 

for NRIs)  

Government 

route 

beyond 49% 

   (2)Non-Scheduled Air 

Transport Services  

 
 

100 Automatic 

   3)Helicopter 

services/seaplane 

services requiring 

DGCA approval 

100 Automatic 

services/sea

plane 

services 

requiring 

DGCA 

approval 

9 Civil Aviation Other services 

under Civil 

Aviation sector 

Sector/Activity 

(1)Ground Handling 

Services subject to 

sectorial regulations 

and security clearance 

100 Automatic 

   (2)Maintenance and 

Repair organizations; 

flying training 

institutes; and technical 

training institutions. 

100 Automatic 

  Other Conditions  
(a) Air Transport Services would include Domestic Scheduled Passenger 

Airlines; Non-Scheduled Air Transport Services, helicopter and seaplane 

services.  

(b) Foreign airlines are allowed to participate in the equity of companies 

operating Cargo airlines, helicopter and seaplane services, as per the 

limits and entry routes mentioned above.  

(c) Foreign airlines are also allowed to invest in the capital of Indian 

companies, operating scheduled and non-scheduled air transport 

services, up to the limit of 49% of their paid-up capital. Such investment 

would be subject to the following conditions:  

 

(i) It would be made under the Government approval route.  

(ii) The 49% limit will subsume FDI and FII/FPI investment.  

(iii) The investments so made would need to comply with the relevant 

regulations of SEBI, such as the Issue of Capital and Disclosure 

Requirements (ICDR) Regulations/Substantial Acquisition of Shares and 

Takeovers (SAST) Regulations, as well as other applicable rules and 

regulations. 
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(iv) A Scheduled Operator‘s Permit can be granted only to a company:  

a) that is registered and has its principal place of business within India;  

b) the Chairman and at least two-thirds of the Directors of which  

 

are citizens of India; and  

c) The substantial ownership and effective control of which is vested in 

Indian nationals.  

(v) All foreign nationals likely to be associated with Indian scheduled 

and non-scheduled air transport services, as a result of such investment 

shall be cleared from security view point before deployment; and  

(vi) All technical equipment that might be imported into India as a result 

of such investment shall require clearance from the relevant authority in 

the Ministry of Civil Aviation.  

 

Note: (i) The FDI limits/entry routes, mentioned at paragraph 5.2.9.2 (1) 

and 5.2.9.2 (2) above, are applicable in the situation where there is no 

investment by foreign airlines.  

(ii) The dispensation for NRIs regarding FDI up to 100% will also 

continue in respect of the investment regime specified at Para (c) (ii) 

above. (iii) The policy mentioned at Para (c) above is not applicable to 

M/s Air India Limited.  

10 Construction 

Development: 

Townships, 

Housing, Built-up 

Infrastructure 

Sector/Activity 

Construction-

development projects 

(which would include 

development of 

townships, 

construction of 

residential/commercia

l premises, roads or 

bridges, hotels, 

resorts, hospitals, 

educational 

institutions, 

recreational facilities, 

city and regional level 

infrastructure, 

townships) 

100 Automatic 

  Each phase of the construction development project would be considered 

as a separate project for the purposes of FDI policy. Investment will be 

subject to the following conditions:  

(A) (i) The investor will be permitted to exit on completion of the 

project or after development of trunk infrastructure i.e. roads, water 

supply, street lighting, drainage and sewerage.  

(ii) Notwithstanding anything contained at (A) (i) above, a foreign 

investor will be permitted to exit and repatriate foreign investment 

before the completion of project under automatic route, provided that a 

lock-in-period of three years, calculated with reference to each tranche 
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of foreign investment has been completed. Further, transfer of stake 

from one non-resident to another non-resident, without repatriation of 

investment will neither be subject to any lock-in period nor to any 

government approval.  

(B) The project shall conform to the norms and standards, including land 

use requirements and provision of community amenities and common 

facilities, as laid down in the applicable building control regulations, 

bye-laws, rules, and other regulations of the State 

Government/Municipal/Local Body concerned.  

(C) The Indian investee company will be permitted to sell only 

developed plots. For the purposes of this policy ―developed plots‖ will 

mean plots where trunk infrastructure i.e. roads, water supply, street 

lighting, drainage and sewerage, have been made available.  

(D) The Indian investee company shall be responsible for obtaining all 

necessary approvals, including those of the building/layout plans, 

developing internal and peripheral areas and other infrastructure 

facilities, payment of development, external development and other 

charges and complying with all other requirements as prescribed under 

applicable rules/bye-laws/regulations of the State 

Government/Municipal/Local Body concerned.  

(E) The State Government/Municipal/Local Body concerned, which 

approves the building/development plans, will monitor compliance of 

the above conditions by the developer.  

Note:  
(i) It is clarified that FDI is not permitted in an entity which is engaged 

or proposes to engage in real estate business, construction of farm 

houses and trading in transferable development rights (TDRs).  

 

―Real estate business‖ means dealing in land and immovable property 

with a view to earning profit there from and does not include 

development of townships, construction of residential/ commercial 

premises, roads or bridges, educational institutions, recreational 

facilities, city and regional level infrastructure, townships. Further, 

earning of rent/ income on lease of the property, not amounting to 

transfer, will not amount to real estate business.  

 

(ii) Condition of lock-in period at (A) above will not apply to Hotels 

&Tourist Resorts, Hospitals, Special Economic Zones (SEZs), 

Educational Institutions, Old Age Homes and investment by NRIs.  

 

(iii) Completion of the project will be determined as per the local bye-

laws/rules and other regulations of State Governments.  

(iv) It is clarified that 100% FDI under automatic route is permitted in 

completed projects for operation and management of townships, malls/ 

shopping complexes and business centers. Consequent to foreign 

investment, transfer of ownership and/or control of the investee 



 

Page 33 of 49 
 

company from residents to non-residents is also permitted. However, 

there would be a lock-in-period of three years, calculated with reference 

to each tranche of FDI, and transfer of immovable property or part 

thereof is not permitted during this period.  

(v) ―Transfer", in relation to FDI policy on the sector, includes,—  

 

(a) the sale, exchange or relinquishment of the asset ; or  

(b) the extinguishment of any rights therein; or  

(c) the compulsory acquisition thereof under any law ; or  

(d) any transaction involving the allowing of the possession of any 

immovable property to be taken or retained in part performance of a 

contract of the nature referred to in section 53A of the Transfer of 

Property Act, 1882 (4 of 1882) ; or  

(e) Any transaction, by acquiring shares in a company or by way of any 

agreement or any arrangement or in any other manner whatsoever, 

which has the effect of transferring, or enabling the enjoyment of, any 

immovable property. 

 

11  Industrial Parks 

Sector 

Industrial Parks 

new and existing 

Conditions Apply 

100 Automatic 

  Conditions for Industrial Parks  
1.1(i)―Industrial Park‖ is a project in which quality infrastructure in the 

form of plots of developed land or built up space or a combination with 

common facilities, is developed and made available to all the allot tee 

units for the purposes of industrial activity.  

(ii) ―Infrastructure‖ refers to facilities required for functioning of units 

located in the Industrial Park and includes roads (including approach 

roads), railway line/sidings including electrified railway lines and 

connectivity to the main railway line, water supply and sewerage, 

common effluent treatment facility, telecom network, generation and 

distribution of power, air conditioning.  

(iii) ―Common Facilities‖ refer to the facilities available for all the units 

located in the industrial park, and include facilities of power, roads 

(including approach roads), railway line/sidings including electrified 

railway lines and connectivity to the main railway line, water supply and 

sewerage, common effluent treatment, common testing, telecom 

services, air conditioning, common facility buildings, industrial 

canteens, convention/conference halls, parking, travel desks, security 

service, first aid center, ambulance and other safety services, training 

facilities and such other facilities meant for common use of the units 

located in the Industrial Park.  

(iv) ―Allocable area‖ in the Industrial Park means-  

(a) in the case of plots of developed land- the net site area available for 

allocation to the units, excluding the area for common facilities.  

(b) in the case of built up space- the floor area and built up space utilized 

for providing common facilities.  
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(c) in the case of a combination of developed land and built-up space- 

the net site and floor area available for allocation to the units excluding 

the site area and built up space utilized for providing common facilities.  

(v)―Industrial Activity‖ means manufacturing; electricity; gas and water 

supply; post and telecommunications; software publishing, consultancy 

and supply; data processing, database activities and distribution of 

electronic content; other computer related activities; basic and applied 

R&D on bio-technology, pharmaceutical sciences/life sciences, natural 

sciences and engineering; business and management consultancy 

activities; and architectural, engineering and other technical activities.  

1.2 FDI in Industrial Parks would not be subject to the conditionality 

applicable for construction development projects etc. spelt out in Para 

5.2.10 of Chapter 5 of this Circular, provided the Industrial Parks meet 

with the under-mentioned conditions:  

(i) it would comprise of a minimum of 10 units and no single unit shall 

occupy more than 50% of the allocable area;  

 

(ii) the minimum percentage of the area to be allocated for industrial 

activity shall not be less than 66% of the total allocable area.   

12 Satellites- 

establishment 

and operation 

Sector 

 Satellites- 

establishment and 

operation, subject to 

the sect oral 

guidelines of 

Department of 

Space/ISRO 

100 Government 

13 Private 

Security 

Agencies 

Sector/ 

Private Security 

Agencies 

Private Security 

Agencies 

74% Automatic 

up to 49%  

Government 

route 

beyond 49% 

and up to 

74% 

14 Telecom 

Services Sector 

Telecom Services  

(including 

Telecom 

Infrastructure 

Providers 

Category-I)  
 

All telecom services 

including Telecom 

Infrastructure 

Providers Category-I, 

viz. Basic, Cellular, 

United Access 

Services, Unified 

License (Access 

Services), Unified 

License, 

National/International 

Long Distance, 

Commercial V-Sat, 

Public Mobile Radio 

Trunked Services 

100 Automatic 

up to 49%  

Government 

route 

beyond 49% 
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(PMRTS), Global 

Mobile Personal 

Communications 

Services (GMPCS), 

All types of ISP 

licenses, Voice 

Mail/Audited/UMS, 

Resale of IPLC, 

Mobile Number 

Portability Services, 

Infrastructure 

Provider Category-I 

(providing dark fiber, 

right of way, duct 

space, tower) except 

Other Service 

Providers. 

  Other Condition  
FDI in Telecom sector is subject to observance of licensing and security 

conditions by licensee as well as investors as notified by the Department 

of Telecommunications (DoT) from time to time, except ―Other Service 

Providers‖, which are allowed 100% FDI on the automatic route. 

15 Trading Sector Trading 

Sector/Activity 

Cash & Carry 

Wholesale 

Trading/Wholesale 

Trading (including 

sourcing from MSEs) 

100 Automatic 

16 E-commerce commerce 

activities 

Sector/Activity  

E-commerce 

activities 

commerce activities 

Sector/Activity  

E-commerce activities  
 

100 Automatic 

Subject to 

provisions 

of FDI 

Policy, e-

commerce 

entities 

would 

engage only 

in Business 

to Business 

(B2B) e-

commerce 

and not in 

Business to 

Consumer 

(B2C) e-

commerce. 

 Guidelines for Foreign Direct Investment on e-commerce sector  

i) 100% FDI under automatic route is permitted in marketplace model of e-commerce.  

ii) FDI is not permitted in inventory based model of e-commerce. 
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17 Retail Trading 

Sector 

Single Brand 

Product Retail 

Trading 

Single Brand Product 

Retail Trading 

100 Automatic up to 49%  

Government route beyond 

49%  

Entry Route  

 

  Multi Brand 

Retail 

Multi Brand Retail 51% Government 

18 Duty Free 

Shops Sector 

Duty Free Shops Duty Free Shops 100 Automatic 

19 Railways Infrastructure 

Sector/Activity 

 

Railway Infrastructure  

Construction, operation and 

maintenance. 
 

100 Automatic 

  Railway Infrastructure  

Construction, operation and maintenance of the following:  

(i) Suburban corridor projects through PPP, (ii) High speed train 

projects, (iii) Dedicated freight lines, (iv) Rolling stock including train 

sets, and locomotives/coaches manufacturing and maintenance facilities, 

(v)Railway Electrification, (vi) Signaling systems, (vii) Freight 

terminals, (viii) Passenger terminals, (ix) Infrastructure in industrial park 

pertaining to railway line/sidings including electrified railway lines and 

connectivity to main railway line and  

ii. (x) Mass Rapid Transport Systems. 

  Note: 

(i) Foreign Direct Investment in the abovementioned activities open to 

private sector participation including FDI is subject to sect oral 

guidelines of Ministry of Railways. 

(ii)Proposals involving FDI beyond 49% in sensitive areas from security 

point of view will be brought by the Ministry of Railways before the 

Cabinet Committee on Security (CCS) for consideration on a case to 

case basis. 

Financial Services 

Foreign investment in other financial services, other than those indicated 

below, would require prior approval of the Government. 

20 Asset 

Reconstruction 

Asset 

Reconstruction 

Companies 

Asset Reconstruction 

Company‘ (ARC) 

means a company 

registered with the 

Reserve Bank of India 

under Section 3 of the 

Securitization and 

Reconstruction of 

Financial Assets and 

Enforcement of 

Security Interest Act, 

2002 (SARFAESI 

Act). 

100 Automatic 
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21 Banking Banking- Private 

Sector 

Sector/Activity 

Banking- Private 

Sector 

74% Automatic 

up to 49%  

Government 

route 

beyond 49% 

and up to 

74%. 

  Banking- Public 

Sector 

Sector/Activity 

Banking- Public 

Sector subject to 

Banking Companies 

(Acquisition & 

Transfer of 

Undertakings) Acts 

1970/80. This ceiling 

(20%) is also 

applicable to the State 

Bank of India and its 

associate Banks.   

20% Government 

22 Credit 

Information 

Companies (CIC) 

Sector/Activity 

Credit Information 

Companies 

100 Automatic 

 Infrastructure 

Company in 

the Securities 

Market 

Infrastructure 

Company in the 

Securities Market 

Sector/Activity 

Infrastructure 

companies in 

Securities Markets, 

namely, stock 

exchanges, 

commodity 

exchanges, 

depositories and 

clearing corporations, 

in compliance with 

SEBI Regulations 

49% Automatic 

23 Insurance 

Sector 

Insurance 

Sector/Activity 

(i) Insurance 

Company  

(ii) Insurance Brokers  

(iii) Third Party 

Administrators  

(iv) Surveyors and 

Loss Assessors  

(v)Other Insurance 

Intermediaries 

appointed under the 

provisions of 

Insurance Regulatory 

and Development 

Authority Act, 1999 

(41 of 1999) 

49% Automatic 

24 Pension Sector Pension Sector 

Sector/Activity 

Pension Sector 49% Automatic 
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25 Power 

Exchanges 

Power Exchanges 

Sector/Activity 

Power Exchanges 

registered under the 

Central Electricity 

Regulatory 

Commission (Power 

Market) Regulations, 

2010. 

49% Automatic 

26 White Label 

ATM 

White Label ATM 

Operations 

Sector/Activity 

White Label ATM 

Operations 

100 Automatic 

27 Other 

Financial 

Services Sector 

Other Financial 

Services 

Sector/Activity 

Financial Services 

activities regulated by 

financial sector 

regulators, viz., RBI, 

SEBI, IRDA, 

PFRDA, NHB or any 

other financial sector 

regulator as may be 

notified by the 

Government of India 

100 Automatic 

28 Pharmaceutica

ls 

Pharmaceuticals 

Sector/Activity 

Greenfield 100 Automatic 

   Brownfield 100 Automatic 

up to 74%  

Government 

route 

beyond 74% 

 

Relaxation of Sect oral Caps and regulations of FDI, the investments are likely to increase in 

India, but for certain sectors which are caught in the regulatory procedural wrangle. 

Investments are bound to increase subject to certain internal Environments and 

conditions which will be discussed later in this paper.  

 

The Challenges & Pitfalls 

 

However as explained in earlier pages, FDI has a more and close connection with the Internal 

Economic Condition of the destination country, the internal demand, the export potentials and 

exchange reserves, the GDP, the improved / improving Business and Industrial Climate and 

the style of Governance, stable and steady tax structure and the existing regulations in force at 
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time of investment / contracting. Governmental efforts should be more focused on stabilizing 

the economic conditions in the country to attract more and more Foreign Investments.  

 

The Govt. has entered in to Trade / Investment agreements, signed treaties with many 

countries and addressed international gatherings for bringing more FDI in to India, which is 

appreciable. But it is the investor who may be interested in investing in India. Unless the 

foreign investors are quite convinced about the Economic, Social, Political and Industrial 

climate / environment in the destination country, the expected results may not be forth 

coming.  

 

Though the Government has relaxed norms, regulations and sect oral caps, still there will be 

many difficulties as some of the listed items are under certain complicated conditions and sub 

conditions. Govt. may rectify / ease out some of them, because the choice of investment in a 

particular sector lies with the investor who may not be inclined to go about spending much 

time obtaining clearances, which is perceived to be correct.  

 

The following challenges are assessed in the foregoing discussions out of the statistics, data‘s, 

charts and survey results. The Govt. may focus on them to set things right at the earliest. 

 

NCAER - State Potential Index of 2016 March  

Fig 1 & 2 Views of the author in page 9 

The results were that the State of Gujarat and or the Union Territory of Delhi stand first and 

or the second and the state of Tamilnadu in India stood at the 3
rd

 place in both assessments. 

The state Gujarat and the Union Territory of Delhi have had investments and they are at the 

saturation point. Gujarat being a small state and Delhi is only a Union Territory they are 

easily saturated with investments and business. The Indirect Tax collection may not have the 

correlation with the volume of business. Unlike Tamilnadu the collection of indirect taxes 

would be disproportionate to the volume of business carried out compared to Tamilnadu or 

any other state in the list. Unethical business and expansion resulting in the mushroom growth 

in a particular region does not automatically place that particular region in the list of best 

regions for investment. When the Govt. of India is keen in bringing FDI in to India, the 
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ranking of states under pillar 5, the Perceptions reflected may not have significance. Govt. 

will immediately act on representation by the investor. 

Internal Economic Environment 

Table 2 – Index of Select Economic Indicators- (Reserve Bank of India (RBI) Bulletin, April 

2018) GAV stood at 7.2 in Q2 of 16-17 slipping down to 6.9 in Q3 and further to 6.2 in Q2 of 

2017-18 and limping up to 6.7 in Q3 of 2017-18. Further problems could be perceived. 

 

The GDP 

Survey of Professional Forecasters on Macroeconomic Indicators – Results of the 51st 

Round done by the RBI. (The results of the last survey round were released on February 7, 

2018 on the RBI’s website. The results presented here represent the views of the respondent 

forecasters and in no way reflect the views or forecasts of the Reserve Bank). 

 

The reading and Forecast is, Growth is expected to firm up in 2018-19 on the back of higher 

private consumption and improvement in investment, according to the 25 forecasters surveyed 

by the Reserve Bank. Higher growth is expected to be driven mainly by the industry and to a 

lesser extent by the services sector. Consumer Price inflation is expected to remain below 5.0 

per cent from Q2:2018-19 to Q4:2018-19. The Output is  

 

 Real gross domestic product (GDP) is likely to grow by 6.6 per cent in 2017-18 and 

accelerate by 70 basis points (bps) in 2018-19 on the back of support from private 

consumption and investment  

 Real gross value added (GVA) is expected to grow by 7.1 per cent in 2018-19, 

supported by activity in the industry and services sectors.  

 The investment rate, proxied by gross fixed capital formation, is expected to improve 

in 2018-19, commensurate with the upturn in the saving rate.  

 

This target will be difficult to achieve: 

 The Industry & Agriculture are in difficult state. 

 Banking services / loans have become difficult after banking frauds 

 Demonetization & Implementation methodology of GST have slowed down the 

progress 
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 India is facing elections in the major states this year end and the General Elections for 

the Country in early 2019 

 Budgetary proposals are poor, with fiscal deficit which may not be possible to manage 

in a short time  

 

Budgetary Support:  

Actual capital expenditure however would be higher than the budget estimates if the internal and extra 

budgetary resources (IEBR) deployed by the Central Public Sector Units (PSUs) and commercial 

departmental undertakings are considered. It therefore needs to be recognized that the Govt. is now 

financing important expenditure of capital nature through extra budgetary resources (EBR). (RBI 

Bulletin April 2018)  When the Central Public Sector Units (PSUs) and commercial 

departmental undertakings are in problem, how they will be able to make it? 

 

There is a fiscal / cash deficit of 3.8% and the fiscal balancing is absent. The Union Budget 

for 2018-19 tries to balance prudence with the political compulsions of a pre-election year. In 

2017-18, there is a fiscal slippage of 0.3 per cent of Gross Domestic Product (GDP) in the 

revised estimates from the budgeted 3.2 per cent. The slippage is even higher for the revenue 

deficit (RD) at 0.7 per cent of GDP and for the effective revenue deficit (ERD) at 0.8 per cent. 

For 2018-19, the Gross Fiscal Deficit (GFD) is budgeted at 3.3 (3.8) per cent of GDP, 

implying a slippage from the targets indicated in the several of the surveys, tables and the 

releases from the Govt. side.  

 

Industry & Production 

Table 1 – Index of Industrial Production (Base: 2011-12=100) 

Though Central Statistical office of Govt. of India has released presentable statistical 

information on Industrial production as at 2018, it is not actually seen with the ground reality 

where as many number of Industries are stagnant either without orders or are closed down. 

Micro Small & Medium size enterprises, which contribute to 75% of the GDP growth, 70% of 

Employment and 68% of exports, suffer most. Advent of the new FY is yet to bring any 

revival.  

 

A.T. Kearney Foreign Direct Investment (FDI) Confidence Index. (Page 11) 
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The survey was taken in 2017 and the further developments in India over the economic and 

political environment should become more conducive which may not be possible in a very 

short time.    

 

Index of Select Economic Indicators- (Reserve Bank of India (RBI) Bulletin, April 2018)- 

Table 2 - The Industrial economic indicators slipping from 8.8 in Q3 of 2016-17 to 7.00 in Q2 

of 2017-18 and further down to 6.8 in Q3 of 2017-18 is not good. The revival is hampered as 

other countries have got out of economic slowdown and recession. This means internal 

economic environmental incompatibility. 

 

Agriculture 

Indian Economy is an Agro Economy and 70% and more areas are villages with agriculture as 

the main stake for the rural masses. Ref: Index of Select Economic Indicators- Table 2 - 

(Reserve Bank of India (RBI) Bulletin, April 2018).  In 2016-17 the index stood at 6.3 and 

diminished to 5.5 in Q2 and went up to 7.5 in Q3, dropped down to 2.7 in 2017-18-Q2 and 

finally reaches 4.1  in Q3 2017-18. There is a diminishing trend and agriculture contributes to 

the GDP, Employment and lively hood. The internal money spin in the rural areas are affected 

much. A steep raise in the Services index of the same table shows the industrial labour and the 

agricultural labour resort to services for lively hood. 

 

The union budget 2018 boosting the supply chain in agriculture from production to marketing: 

remunerative minimum support prices; agri-markets and connectivity; horticulture, organic 

farming; food processing and exports.• Enhancing rural welfare: expansion of programmes for 

free LPG connections (PM‘s Ujjwala Scheme); electricity (PM‘s Saubhagya Yojana); 

sanitation (PM‘s Swachh Bharat Mission); housing (PM‘s Awas Yojana); and rural employment. 

But is silent about basic cultivation of essential commodities and the farm loans which ends up with 

farmer`s suicide. Irrigation projects are slated too late to give any immediate relief. 

 

Demonetization 

Prime Minister of India  announced the demonetization in an unscheduled live televised 

address at 20:00 (IST) on 8 November. In the announcement, he declared that use of all ₹500 

and ₹1000 banknotes of the Mahatma Gandhi Series would be invalid and announced the 

issuance of new ₹500 and ₹2000 banknotes of the Mahatma Gandhi New Series in exchange 

https://en.wikipedia.org/wiki/Prime_Minister_of_India
https://en.wikipedia.org/wiki/Mahatma_Gandhi_Series
https://en.wikipedia.org/wiki/Indian_2000-rupee_note
https://en.wikipedia.org/wiki/Mahatma_Gandhi_New_Series
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for the old bank notes.  The government claimed that the action would curtail the shadow 

economy and crack down on the use of illicit and counterfeit cash to fund illegal activity and 

terrorism( The idea may be good). The sudden nature of the announcement and the prolonged 

cash shortages in the weeks & months that followed created significant disruption throughout 

the economy, threatening economic output.  

 

The BSE SENSEX and NIFTY 50 stock indices fell over 6 percent on the day after the 

announcement. In the days following the demonetization, the country faced severe cash 

shortages with severe detrimental effects across the economy.
 
People seeking to exchange 

their bank notes had to stand in lengthy queues, and several deaths were linked to the rush to 

exchange cash. It was stated that while the supply of notes of all denominations had increased 

by 40 percent between 2011 and 2016, the ₹500 and ₹1,000 banknotes increased by 76 

percent and 109 percent, respectively, owing to forgery. It was said that forged cash was used 

to fund terrorist activities, and that the demonetization was meant to counter this. After 

demonetization, only 0.0035% of the ₹1,000 banknotes were found to be fake.
 

 

The Reserve Bank of India stipulated that the demonetized notes could be deposited with 

banks over a period of fifty days until 30 December 2016. The banknotes could also be 

exchanged for legal tender over the counter at all banks. The limit for such exchange was 

₹4,000 per person from 8 to 13 November, was increased to ₹4,500 per person from 14 to 17 

November, and reduced to ₹2,000 per person from 18 November.
 
International airports also 

facilitated an exchange of notes for foreign tourists and out-bound travelers, amounting to a 

total value of ₹5,000 per person. The exchange of banknotes was stopped completely on 25 

November:  where as it was previously stated that the volume of exchange would be increased 

after 24 November, 2016. The move reduced the country's industrial production and 

its GDP growth rate. 

 

By the end of August 2017, 99% of the banned currency had been deposited in banks. Only   

₹14,000 crores approximately. Of the total demonetized currency had been discarded, leading 

analysts stated that the effort had failed to remove black money from the economy. On 28 

October 2016 the total banknotes in circulation in India were valued at ₹17.77 

trillion (US$270 billion); what proportion of this derived from ₹500 and ₹1,000 banknotes 

https://en.wikipedia.org/wiki/BSE_SENSEX
https://en.wikipedia.org/wiki/NIFTY_50
https://en.wikipedia.org/wiki/Industrial_production
https://en.wikipedia.org/wiki/Gross_domestic_product
https://en.wikipedia.org/wiki/Crore
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was unknown. In its annual report of March 2016, the Reserve Bank of India (RBI) stated that 

total bank notes in circulation valued ₹16.42 trillion (US$250 billion) of which nearly 86% 

(around ₹14.18 trillion (US$220 billion)) derived from ₹500 and ₹1,000 banknotes. In terms 

of volume, the report stated that 24% (around 22.03 billion) of the total 9026.6 crore 

(90.26 billion) banknotes in circulation were ₹500 and ₹1,000 banknotes. It was said in 2014, 

in the parliament that members of the public who were often illiterate and had no access to 

banking facilities would be adversely affected by such a policy. 

 

Cash shortage:  The scarcity of cash due to demonetization led to chaos, and most people 

holding old banknotes faced difficulties in exchanging them due to endless queues outside 

banks and ATMs across India, which became a daily routine for millions of people waiting to 

deposit or exchange the ₹500 and ₹1000 banknotes since 9 November. ATMs were running 

out of cash after a few hours of being functional, and around half the ATMs in the country 

were non-functional. The cash shortage was still ongoing in the month of April 2017, five 

months after the demonetization. According to a survey, the situation was as bad as 83% of 

people being unable to withdraw money in Hyderabad, while in Pune, the figure was 69%.As 

of 10 December, ₹242 crore in new notes had been seized, as per media reports. Several 

people were reported to have died from standing in queues for hours to exchange their old 

banknotes.  

 

Stock market decline: As a combined effect of demonetization and US presidential election, 

the stock market indices dropped to an around six-month low in the week following the 

announcement. The day after the demonetization announcement, BSE SENSEX crashed 

nearly 1,689 points and NIFTY 50 plunged by over 541 points. By the end of the intraday 

trading section on 15 November 2016, the BSE SENSEX index was lower by 565 points and 

the NIFTY 50 index was below 8100 intraday.  

 

Transportation disruption: After the demonetization was announced, about 800,000 truck 

drivers were affected with scarcity of cash, with around 400,000 trucks stranded at major 

highways across India, was reported. While major highway toll junctions on the Gujarat and 

Delhi-Mumbai highways saw long queues as toll plaza operators refused the old banknotes. 

The Minister of Transport, subsequently announced a suspension of toll collections on all 

https://en.wikipedia.org/wiki/Hyderabad
https://en.wikipedia.org/wiki/Pune
https://en.wikipedia.org/wiki/United_States_presidential_election,_2016
https://en.wikipedia.org/wiki/BSE_SENSEX
https://en.wikipedia.org/wiki/NIFTY_50
https://en.wikipedia.org/wiki/BSE_SENSEX
https://en.wikipedia.org/wiki/NIFTY_50
https://en.wikipedia.org/wiki/Ministry_of_Road_Transport_and_Highways
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national highways across India until midnight of 11 November, later extended until 14 

November and again until midnight of 18 November, and yet again till  December 2.  

 

Agriculture: Transactions in the Indian agriculture sector are heavily dependent on cash and 

were adversely affected by the demonetization of ₹500 and ₹1,000 banknotes. The 

demonetization led to unavailability of cash to pay for food products. The reduction in 

demand that arose in turn led to a crash in the prices of crops. Farmers were unable to recover 

even the costs of transportation from their fields to the market from the low prices offered.  

 

Digital transactions and cashless economy: The demonetization was initially seen by some 

sources as a significant step towards making India a cashless economy. After peaking in 

December 2016, digital transactions declined from January 2017 onwards, thus thwarting the 

objective of increasing digital payments through demonetization. The bank charges are the 

concern. Rural folk, farmers could never manage the system. 

 

GDP growth: Global analysts cut their forecasts of India's GDP growth rate for the financial 

year 2016-17 by 0.5 to 3 percent due to demonetization. India's GDP in 2016 is estimated to 

be US$2.25 trillion; hence, each 1 per cent reduction in growth rate represents a shortfall of 

US$22.5 billion (₹ 1.54 lakh crore) for the Indian economy. According to Societe Generale, 

India's quarterly GDP growth rates would drop below 7% for an entire year at a stretch for the 

first time since June 2011. India's GDP growth for the quarter Jan-Mar '17 was 6.1% as 

against a forecast of 7.1% by economists. The GDP growth for the entire fiscal year was 

7.1%, a reduction from the 8% of the previous year. This drop in GDP was attributed to 

demonetization by the economists. The GDP growth rate for the quarter April - June 2017 

dropped to 5.7%, in comparison to 7.9% for the same quarter in the previous year. This drop 

in GDP growth was attributed to demonetization was the lowest growth in GDP since 2014.  

 

Drop in industrial output: There was a reduction in industrial output as industries were hit by 

the cash crisis. The Purchasing Managers' Index (PMI) fell to 46.7 in November, from 54.5 in 

October, recording its sharpest reduction in three years. A reading above 50 indicates growth 

and a reading below shows contraction. This indicates a slowdown in both, manufacturing and 

services industries. The PMI report also showed that the reduction in inflation in November 

https://en.wikipedia.org/wiki/Agriculture_in_India
https://en.wikipedia.org/wiki/Gross_domestic_product
https://en.wikipedia.org/wiki/Societe_Generale
https://en.wikipedia.org/wiki/Purchasing_Managers%27_Index
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was due to shortage in money supply. The growth in 8 core sectors such as cement, steel and 

refinery products, which constitute 38% of the Index of Industrial Production (IIP), was only 

to 4.9 percent in November as compared with 6.6 percent in October.  

 
Job losses: There was a loss of jobs due to demonetization, particularly in the unorganized 

and informal sector and in small enterprises.  

 

Tax impacts: The number of I-T returns filed between 1 April 2017 and 5 August 2017 grew 

by 24.7 per cent to 2.82 crore over the same period in 2016, and the advance tax collections 

between 1 April 2017 and 5 August 2017 rose 41.8% over the corresponding period in 

2016. An analysis of the economic data shows that there has been no substantial increase in 

the number of new tax payers or direct tax collection due to demonetization.  

 

People left with old notes: Many people with legitimately earned old notes were left stranded 

with old currency notes. This included soldiers who were on duty during the demonetization 

period, people who had suffered bereavement 

 

RBI dividend decline: The dividend paid by the Reserve Bank to the government for the 

financial year 2016-17 was Rs. 30.7 lakh crore, as against the expectation of Rs. 74.9 lakh 

crore. This was less than half the dividend of Rs 65.9 lakh crore paid by the RBI in 2015-16. 

This decrease was due to demonetization. It was estimated that this decrease in income for the 

government could cause the fiscal deficit for the financial year 2016-17 to increase from the 

targeted 3.2% to 3.4%.To avoid increasing the fiscal deficit, the government would have to 

reduce spending on social schemes, or increase revenue through taxes or other means.  

It is imperative that demonetization has damaged the economic progress till now.  

 

Implementation of GST  

The welcome single taxation was introduced successfully on July 01, 2017. The suitable tax 

structure and the correct percentage of tax for various products planned earlier and were 

opposed once, were implemented with almost doubling the percentage of tax, to the maximum 

of 28%. Subsequently out of political compulsions tax component was reduced for certain 

products to suit some regional interests. The whole concern now is about the tax structure of 

https://en.wikipedia.org/wiki/Index_of_industrial_production
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28%, for the Machineries and Equipments used in any type of industry. When the indirect tax 

was a subject of states the maximum percentage of tax was 12% in certain states and 14.5% in 

most other states. On account of higher tax of 28% now, the Machineries and Equipments are 

costlier by at least by 16% or 13.5% from the manufacturers and would more doubly with 

dealers. Earlier interstate purchases were taxed only at the rate of 2% against form C. Under 

such conditions the investor / the company has to pay more by 28% of the total cost of 

Machineries & Equipments. Since they are purchased for production purpose by the end user, 

there is no scope for taking advantage of the input tax credit. This extra amount will reflect in 

the total investment cost, any bank loan and proportionately in the margin money paid for the 

loan. A situation will also arise for the payment of interest to the bank for the tax component 

also, paid on the purchase of Machineries and Equipments. More over the input tax credit may 

not be available for the tax paid for the other service providers also, since it goes to the project 

cost as investment as the end user. Filing of returns thrice a month and creation of e waybills 

for dispatch of goods are all made cumbersome not in the interests of the industry / business / 

investor, though one is honest. 

 

Prohibitive Oil Prices: 

Fuel oil is not included in GST, single tax mechanism. In spite the crude prices drastically falling over 

few years the prices of petrol & diesel is hiked. Movement of goods costs more for the industry. 

 

Figure – 3- NCAER – Survey Results - Perception – Challenges found 
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Views on FDI in to India 

India no doubt is poised for excellent economic growth with potentials right from 1990, to 

attract much of FDI but for some decisions which could have been implemented with 

expertise could have taken the country to the fore front in FDI with attractive internal 

economic conditions. The established track record / spree is under strain now, which may be 

set right by the Govt. in its priorities.  

Figure -4 - Figure as per Governments New GDP Definition. 

 

Falling of the GDP 7.6% from 2015 -16 to 6.6% in 2016-17 & the decline of Exports Growth could 

have been due to Demonetization.                                         

                                                              Figure-5- Source RBI Central Statistical Office 
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Figure-6- Source RBI Central Statistical Office 

 

 

Conclusion  

 

The subject requires more in depth study in Micro as well as Macro levels of various aspects 

of different regions in the country, their economic potential and factors available with 

accurate data prepared for advocating sector wise analysis and recommendations to fit in 

correct projects for appropriate regions to be really useful in securing more FDI in to India. 

Due to constraints of time, in partial completion this paper is presented with the hope that this 

would give a basic idea on the subject – FDI in to India at the present time and the essentials 

of factors and the necessity of maintaining excellent Economic Environment to make the 

country a much favoured destination for Foreign Direct Investments (FDI). 
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It is clear that the economic  

environment in the destination 

country is vital as other factors, 

relaxation of regulations and 

norms. 

 

State governments may not be 

adapting in attracting much FDI, 

excepting a few. Monitoring is 

required to get best results. 

 

Steps should be taken to rectify the 

challenges diagnosed by the 

NCAER survey – Figure No -3 

 

It is clear that the economic  environment in the 

destination country is vital as other factors, 

relaxation of regulations and norms. 

 

 

 

 

 

 Excellent economic environment in 

the destination country is vital as 

other factors, relaxation of regulations 

and norms. 

 State governments may not be adapt 

in attracting FDI, excepting a few. 

Monitoring is required to get the best 

results out of them. 

 Persistent steps should be taken to 

rectify the challenges diagnosed by 

the NCAER survey – Figure No -3 

 Though not marked improvement all 

round in a short span is possible, the 

existing levels of FDI, GDP and other 

parameters have to be maintained 

without allowing further 


